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S.1.C.A. Provincial Annual Meetings 


ONTARIO 


The Annual Meeting of the Society of Industrial and Cost Account- 
ants of Ontario will be held in the Chateau Laurier, Ottawa, on May 
27-28 with the Ottawa Chapter as hosts. During the afternoon of May 
27th there will be two technical sessions, the first dealing with the 
subject “Cost Reduction Through Cost Control”, and the topic for the 
second session will be “Effective Management Through Cost Control”. 
The subjects chosen are very timely and will be of great value in a very 
practical way to those who are able to attend. On Friday evening there 
will be the Annual Dinner with an outstanding speaker, and a dance 


following the dinner. 


QUEBEC 


The Annual Meeting of the Society of Industrial and Cost Account- 
ants of Quebec will be held in the Ritz Carlton Hotel, Montreal, on June 
3rd and 4th. The Montreal Chapter will be the hosts on this occasion 
and a very interesting programme has been drawn up. A feature of 
the meeting will be the dinner and dance in the main Ball Room. 

The programme and reservation form are being sent to all members 
of the Quebec Chapters, and it is important that reservations be made 
as quickly as possible owing to the limited accommodation available. 


Student Awards 


Two of the Provincial Societies have now instituted awards to be 
made annually for the highest standing in various examinations. 

As was announced in the April 1948 issue of “Cost and 
Management”, funds were made available to the Ontario Society for the 
purpose of awarding annually, a gold and silver medal for the highest 
and second highest standing in the Advanced Cost Accounting examin- 
ations and was to commence with the 1948 results. The gold medal was 
won by S. A. Norman of Toronto and the silver medal was won by J. 
G. Hall of Kingston. These medals will be presented to the winners 
at the Annual Dinner of the Society to be held in Ottawa on May 27th 
and we extend to them our heartiest congratulations on their outstand- 
ing achievement. 

There has been considerable delay in making these presentations 
owing to the time required for the designing of the medal and making 
the necessary die. It is intended that in the future, the presentation of 
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student awards will be made at a special dinner meeting in November of 
each year. 

Recognition for outstanding achievement is also provided for the 
students of the Alberta Society, but the awards take a different form 
and will be made on the following basis, commencing with the 1949 
examinations: 

(a) The student receiving the highest marks, with minimum stand- 
ing of 85%, in Business Mathematics and Accounting I in the 
Primary Course, to be awarded a gratuitous course in Account- 
ing II. 

(b) The student receiving the highest marks, with a minimum 
standing of 80%, in completing the Intermediate Course, con- 
sisting of Accounting II and Fundamentals of Cost Accounting, 
to be awarded the Society’s Silver Medal. 

(c) The student receiving the highest marks, with minimum stand- 
ing of 75%, in completing the Final Course, consisting of 
Industrial Legislation, Advanced Cost Accounting, and Indus- 
trial Organization and Management, to be awarded the Society’s 


Gold Medal. 


Management Conference 
SPONSORED BY THE UNIVERSITY OF TORONTO 


The University of Toronto, through the Graduate Course in 
Business Administration is sponsoring a Management Conference during 
the four week period May 30th to June 25th, 1949. 

In stating its objectives, we quote from the brochure issued by the 
University: “This Conference should prove of greatest benefit to those 
Canadian men of business who have reached the top in their special 
departments and are regarded as future general managers or executive 
officers and to those who have recently been assigned to managerial 
duties. It will be available to executives of ability, without limitation as 
to formal educational achievement. 

Emphasis will be placed on the discussion of current problems and 
trends in management and will involve consideration of and reference 
to business practices and policies at the general level. Every effort will 
be made to present problems, policies and viewpoints which are of 
particular importance to men concerned with the Canadian economy.” 

The programme has been designed to occupy the full time of those 
participating and will include Lecture Discussions, Field Trips and 
informal meetings. 

The Conference subject matter will be grouped under three major 
headings as follows: 

1. Human Relations, Industrial Management, Marketing and 


Finance. 


2 3usiness Organization, The Administrative Process and Man- 
agerial Control. 
3. The State and Business. 
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Further information respecting the Conference may be obtained by 
writing The Director, Management Conference, University of Toronto, 
273 Bloor Street West, Toronto, Ontario. 


Convention Notes 
HEAD WEST IN 1949 


The decks are cleared for action as the magic dates of July 8th-10th 
come ever closer. In the event these dates have no meaning to you, let 
us remind you that these are the dates that we hope many members of 
our Society will never forget. You’ve got it—it’s the 28th annual 
meeting of the Canadian Society to be held at scenic Banff, Alberta! 
We are not out of our heads, when we promise you this will be without a 
doubt, the most novel, the largest, the friendliest, rip-roaring Dominion 
Annual Meeting that has ever been held. 

What place in Canada can match the wondrous beauty of Banff 
for a great get-together such as ours? The only worry we know we 
have, is not how to get you to Banff, but how to get you away from it. 
You will agree with us that this setting in the Canadian Rockies— 
towering peaks, lush valleys, rushing streams, tumbling cataracts, stately 
glaciers—is ideal for this never-to-be-forgotten holiday. Banff has every- 
thing—stimulating mountain air, sunshine, golf, tennis, hiking, swimming 
and you will be staying at that luxurious resort, the world famous Banff 
Springs Hotel. Following your three day mountain vacation, you will 
journey to the home of the famous Calgary Stampede, where a real 
Western welcome is waiting. Here you will find a revival of the Frontier 
days with colorful Indians, wild-west cowhands in action. You will thrill 
to the Stampede events including the fascinating chuck wagon races. 

Don’t forget to send your registrations to Walter Nobbs, 1208 10th 
St. W., CALGARY, Alberta. If you have any questions, drop a note 
to the Convention Committee, Examiner Building, CALGARY, Alberta. 
Accommodation at the Banff Springs Hotel is limited so we would 
suggest you complete your “reservation questionnaire” at once. 





| INDUSTRIAL ACCOUNTANT AND OFFICE 
| MANAGER | 


Well established manufacturing firm in the Galt-Kitchener 
| area, with about three hundred employees, requires an Office 
Manager with extensive industrial accounting and _ cost 
experience. 

Good background of training and ability to handle staff 
more essential than degree. 

State full particulars in confidence to Box 13, Cost and 


Management. 
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New Members 
Bay of Quinte Chapter 


C. R. Hewson, 329% Front St., Belleville. 
Hamilton Chapter 
Franklyn J. Cooke, The Studebaker Corp. of Canada Ltd. 
Gordon M. Laing, The Studebaker Corp. of Canada Ltd. 
Kitchener Chapter 
Harold H. Good, R.R. No. 3, Waterloo. 
Montreal Chapter 
Miss Mary Blanchfield, Stevenson & Kellogg Ltd. 
Bernard A. Gillies, Fry-Cadbury Ltd. 
James Simpson, 1085 Graham Blvd., Apt. 1. 
Fred Willows, Beauharnois Light, Heat & Power Co., Beauharnois 
Miss Eileen P. Delaney, C.A., 132 St. James St. W. 
Miss Elinor McMartin, Labrador Mining & Exploration Co. Ltd. 
John L. McNiven, 5761 Cote St. Luc Road, Hampstead. 
Hubert Desjardins, 3879 Ontario St. 
Ottawa Chapter 
Ian M. Alexander, 99 Carling Ave. 
Ronald S. Van Wart, 50 Elliott St. 
Toronto Chapter 
Douglas R. Abbott, 172 Sheppard Ave. W., Lansing, Ont. 
K. LeM. Carter, C.A., McDonald, Currie & Co. 
Kirby F. Hannan, K. F. Hannan & Co. 
J. Truman Hirst, 92 Wallace Ave. 
Robert N. LaMarsh, The Stromberg-Carlson Co. Ltd. 
George M. Morenz, Copeland-Chatterson Limited, Brampton. 
Mrs. Jane Ransier, Suite No. 35, 10 Adelaide St. E. 
Alexander L. Sherring, 320 Durie St. 
Chester S. Walters, C.P.A., C.A., D.F.Se., LL.D., Parliament 
Bldgs. 
Trois-Rivieres Chapter 
Y. Beauchemin, 360 Laurier 
R. Bellemare, 859 Haut Roc 
R. Blanchet, 853 Cloutier 
C. Carignan, 1407 St. Olivier 
G. Chamberland, 618 Laverendyre 
R. Charbonneau, 853 Richard 
E. Darveau, 2330 Marie LeNeut 
J. Desilets, 821 St. Christophe 
H. Duhaime, 1974 Notre-Dame 
J. R. Dussault, 1023 Ste. Julie 
M. Frechette, 1002 Ste. Julie 
Mile. H. Girard, 1931 Bellefeuille 
R. Gosselin, 622 St. Paul 
G. Johnsons, 854 Cooke 
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P. Laberge, 751 Niverville 

C. Lafontaine, 538 des Volontaires 

J. Lefebvre, 2045 Laviolete 

R. Loranger, Ste. Marthe, Cap-de-la- Madeleine 
L. Bellefeuille, 815 Ste. Cecile 

R. G. Blais, 135 Bonaventure 

Mlle. G. Cadorette, 775 des Volontaires 

J. F. Caron, 1529 Blvd. St. Louis 

R. Charbonneau, 38A Beauchemin, Cap-de-la-Madeleine 
L. Cote, 2613 St. Denis 

Y. Desilets, St. Louis de France 

Y. Ducharme, 948 Ste. Julie 

J. R. Duplessis, 1603 Laverndyre 

Mlle. F. Duval, 995 Cartier 

J. P. O. Gagne, 367 Ste. Elizabeth 

A. Gosselin, 162 St. Georges 

H. P. Jeffrey, 1112 Ste. Ursule 

Mile. A. Julien, 677 Notre-Dame, Cap-de-la- Madeleine 
Mlle. N. Lacasse, 857 Laviolette 

R. Lamarche, 1211 Ste. Marie 

L. Lemire, 2214 4th Ave. 

M. Massicotte, 301 Notre-Dame, Cap-de-la-Madeleine 
Mlle. J. Massicotte, 301 Notre-Dame, Cap-de-la-Madeleine 
G. Meyers, 686 Ste. Angele 

Ben Paterson, 16 Brunelle, Cap-de-la-Madeleine 
H. Pellerin, 1659 St. Denis 

P, E. Piche, 1806 Notre-Dame 

I. Pronovest, 734 des Volontaires 

R. Rocheleau, 998 Ist Ave. 

L. Simard, 1550 Dumoulin 

R. Vivier, 420 Notre-Dame, Cap-de-la-Madeleine 
J. Mathieu, 2190 5th Ave. 

XR. Milette, 3686 Ste. Marguerite 

A. Pellerin, 85 St. Valere, Cap-de-la-Madeleine 

J. Perron, 788 Hart, Apt. 3 

M. Pronovost, 798 Ste. Angele 

W. Rochibaud, 637 Ste. Cecile 

J. J. St-Onge, + Toupin, Cap-de-la- Madeleine 

G. Tellier, 215 Ste. Anne 

», Blanchette, 853 Cloutier 

Duplessis, 783 Laverendrye 


rc 


L. Filion, 434 St. Marc, Shawinigan Falls 
J. H. Fregeau, Shawinigan Water & Power Co. Ltd. 


Vancouver Chapter 


G. B. Halley, 5026 Dunbar St. 
M. A. Harvey, 2658 Nelson Ave. 


D. G. McNicol, c/o James Richardson & Sons 


J. B. Rutledge, 2465 Triumph St. 
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In smali banks, credit 
and commercial institu- 
tions, a single National 
Multiple-Duty Machine © 
handles all 8 of these 
jobs, changing from 
one to another quickly 
and easily by means of 
its removable form bars. 
In a larger business, 
separate machines may 
be assigned to any one, 
or more, of them. 


In just a matter of seconds the National 
Multiple-Duty Accounting Machine can 
be changed from one type of work to 
another. The removable form bars which 
make this possible, simply lift off and snap 
on—no screws, catches, or fittings to fuss 
with. Operated by anyone who can type 
and run an adding machine. 


This is but one unit in 

the complete service 
National offers for 

every department of 

any business, large or 
small--window-posting machines, 
back office bookkeeping ma- 
chines, proof machines, listing 
machines, combination typewrit- 
ing-bookkeeping machines, add- 
ing machines, desks and chairs. . 

Call your local National repre- TM aTA 
sentative today. He'll be happy CASH REGISTERS - ADDING MACHINES 
to tell you the full story about ACCOUNTING MACHINES 

the profitable benefits of the 
National System. 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED 
Head Office — Toronto Sales Offices in Principal Cities 
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Chapter Notes 


BAY OF QUINTE 

“Corporation Taxation” was the subject for discussion at the 
meeting of the chapter on March 21st when Mr. K. L. Reid, C.A., was 
the guest speaker. 

Mr. Reid’s address was received with intense interest by the large 
attendance of members and guests. The uninitiated who likened a visit 
to the Income Tax Office as a visit to a dentist were able to meet and 
understand the “Tax Collectors” on an informal and neutral ground. 
Certainly the good-natured ribbing on both sides will foster future good 
will and understanding between the industrial accountant and “The Tax 
Department”. 

In his talk, Mr. Reid gave a brief outline on the growth of the 
taxation division, both in Belleville and at other points across Canada. 
He dealt extensively on reasons for government amendments, both to 
encourage and discourage private enterprise, from the origination of 
taxes on income in Canada in 1917 to the present day. During his talk 
he voiced the departments’ thanks to employers for their co-operation 
in deducting and remitting employee pay-as-you-go personal taxes. He 
also impressed the fact that both personal and corporation tax problems 
should be brought to the Department for clearer understanding of 
regulations. 


FORT WILLIAM-PORT ARTHUR 

On March the 21st the chapter met in the Mariaggi Hotel, Port 
Arthur, to hear an address given by the President of the Society, Mr. 
D. R. Harrison. During the course of his address, Mr. Harrison gave 
an account of his recent visit to the chapters of the Society in Eastern 
Canada. 

Mr. Harrison spoke on the topic “What is Cost Accounting and 
What is its Value in Business?” He felt that cost accounting was still 
in a crude stage in many firms with the result that executives were 
ignorant of the true costs of production of their products. Yet an 
accurate knowledge of costs was required if the firm intended to estab- 
lish selling prices by means of which it would meet successfully present 
competitive conditions. 

A good cost system producing reliable cost figures would not in 
itself produce better business conditions. The management, however, 
by means of the information supplied from such cost figures was enabled 
to establish better buying, manufacturing and selling policies. In this 
way cost accounting through the recording and correlating of costs was 
a means to an end, that is, lower prices and greater profits. 

KITCHENER 

Proceeds of a draw for articles donated by district firms in the 
amount of $50 will be given the Freeport Sanatorium, members of 
Kitchener Chapter, Ontario. Society of Industrial and Cost Accountants 
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decided at a meeting in Galt last evening. Chairman George Egoff 
presided. 

Eric Billington, chairman of the Ontario Industry and Labour 
Board, was guest speaker and dwelt at length on the mechanics of the 
Ontario Hours of Work and Vacations with Pay Act and regulations. 
He stated that the Ontario act had been copied by other provinces and 
that he has urged the Minister of Labour to consent to opening up more 
distribution points for the vacation-with-pay books. Following the talk 
an answer-and-question period was held. 

R. Harrison of Galt introduced the speaker and the vote of thanks 
was given by W. Laing of Kitchener. S. E. Nicholson, chairman of the 
Ontario Chapter, spoke briefly. V. M. Buchanan of Kitchener introduced 
two new members, R. Verhelst of Kitchener and George Bryant of 
Preston. 

The nomination committees include: Mr. Buchanan, chairman; C. 
Dorschell, Guelph; W. Jardine, R. F. Sidenius, Preston, and J. C. Cross, 
Guelph. 

Members of Hamilton Chapter were guests of Kitchener Chapter, 
some 16 members attending. The meeting was attended by 75 members 


and guests. 


NIAGARA 

The Niagara Chapter of the Society of Industrial and Cost Account- 
ants of Ontario, held their March meeting in the Reeta Hotel, Welland, 
on Wednesday evening. 

The meeting was exceptionally well conducted by the Welland 
representatives. The guest speaker, Mr. R. A. Read of J. D. Woods & 
Gordon Co. Ltd., Toronto, gave a very detailed and educational lecture 
on production control. Mr. Read observed that planned sales forecasting 
would provide management and the sales department a better means of 
controlling production and profits with a sane business like administra 
tion. A resume of the essential points necessary to provide such control 
were given as follows: (1) to keep inventories at a minimum at the 
same time provide an optimum for economical operation. (2) forecast 
3) make the forecast 


sales and costs over a yearly period by quarters. 
flexible enough to allow for continual adjustment. (4) have the sales 
department watch the variances closely for control purposes. 

The meeting was capably handled by Mr. Elmo Shafley, from 
Electro Metallurgical Co., who took the chair. Mr. E. Jones, of 
Plymouth Cordage thanked the speaker. 


REGINA-MOOSE JAW 
The January 27th meeting of the Regina-Moose Jaw Chapter was 
held in Room 207 Regina College at 8 p.m. The speaker of the evening 
was Mr. N. L. Neff of the Robert Simpson Western Limited in Regina. 
Mr. Neff spoke on “Accounts Receivable” and in his talk gave a com- 
plete outline of the system in use with his firm. He said that the grant- 
ing of credit was not a science as classes could not be exactly defined 
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according to groups, and pointed out that there were four main groups 
to their class of credit, namely :— 

(1) Thirty day accounts; 

2) Special contact accounts; 

(3) Monthly payments; 

(4) Revolving credit accounts. 

In the speaker’s business the purchaser is always retail and when 
credit is necessary personal interviews are made, the type of creditor 
regulating the extent of personal checking. 

Mr. Neff went into detail in going through their system of Accounts 
Receivable to give those present a complete picture of the systems. 

The second speaker of the evening was Mr. W. G. Smith, C.A., 
R.I.A., who gave an outline of “Accounts Receivable from the Auditor’s 
Viewpoint”. In this outline Mr. Smith gave a few of the salient points 
for which an auditor looks when checking accounts receivable. 

Mr. Smith also, in concluding, gave a few of the salient points on 
the new Income Tax Act, which came into force January Ist with 
regard to reserve or accounts receivable. 


TORONTO 


At a dinner meeting held on March 10th, Mr. L. M. Schram of the 
International Business Machines Company was the guest speaker. The 
subject, Sales Forecasting and Production Planning, proved to be of 
great interest to the large audience. Mr. Schram spoke on a very 
technical subject in a very comprehensive yet concise manner and got 
over to his listeners the basic requirements in Forecasting and Planning 
with a machine accounting establishment. Mr. M. C. Coutts introduced 
the speaker and Mr. R. McLaughlin expressed the thanks of the 
gathering. 

A dinner meeting of the student group was held on February 23rd 
with Mr. R. McLaughlin, R.I.A., as the guest speaker. The subject 
“The Responsibilities and the Future of the Cost Accountant”. Mr. H. 
E. Cannon presided as chairman and introduced the speaker. 


VANCOUVER 

The Vancouver Chapter of The Society of Industrial and Cost 
Accountants of British Columbia held a very successful dinner meeting 
on Thursday, March 10th, at the Georgia Hotel. There was a very good 
attendance, fifty-four members being present. 

Mr. G. Mort Ferguson, R.I.A., Comptroller of B.C. Packers Ltd., 
Vancouver, presented a very interesting and instructive talk on “Costs 
in the Fishing Industry”. 

The next monthly meeting will be held on Thursday, April 14th, at 
the Georgia Hotel, Vancouver, at 6 p.m. when Mr. Brian Lund of 
Johnston National Storage Ltd. will speak on “Warehousing Costs”, 
and it is hoped the Dominion President of our Society, Mr. D. R. 
Harrison, R.I.A., will also be present. 
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| Current Literature Digest | 





By HAROLD BRICKER, C.G.A., R.LA. 


An excerpt from the writings of an unknown author, not so current! 

The past year has been one of unusual industrial activity, the 
enormous growth of our Canadian industries, coupled with a bountiful 
harvest, has caused a greater demand for labour, and with it greater 
increase in the cost of living; yet wages have not kept pace proportion- 
ately with the enhanced cost of living or the general prosperity of the 
country. Many trade movements have taken place this year for better 
conditions and for a share in the general prosperity to which our people 
were justly entitled, but denied them by the unreasonable attitude of 
employers’ and manufacturers’ associations seeking to hamper and dis- 
rupt our movement, an unusual amount of work has been placed upon 
your Executive Committee in meeting this opposition, and a greater 
demand has been made upon their time than in any previous year in 
our history. 

Trade unions have come to stay, and no amount of persecution, 
prosecution or retrograde legislation can stop their onward progress. 
They are the outgrowth of the requirement and economic condition of 
the times; while not perfect, yet they are as nearly perfect as any other 
form of human society. Their mission is to protect the weak and 
defenceless and uplift the toilers in all lands; to take them from the 
quagmire of poverty and wretchedness and place them on the highlands 
of prosperity. That trade unions are constantly improving in their 
methods and organization is very apparent, and I believe that on the 
whole the employer and employee are coming closer together. This 
can be brought about more rapidly by a proper understanding of the 
relationship of one to another, and a due regard for the rights of each. 
This is being hastened by means of conciliation and arbitration. I would 
favour trade agreements between the representatives on each side. I 
think it is possible to find a common ground where employer and 
employee can meet with honour and satisfaction to both. This has been 
demonstrated by agreements made between unions of employers and 
workmen in many branches of industry. To be successful, there must 
be organization with discipline in order to enforce a due observance of 
these agreements, and all contracts religiously lived up to. Educational 
work among both employers and employees is necessary; it is the 
crying need of the hour and is very evident to those who have had 
experience in bringing about adjustments in industrial disputes.” 

Guess when this was given in a speech! See the present day 


implications although this appeared in print in the year 1915. 
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THE 1948 COMPANIES ACT (ENGLAND) 


The Accountants’ Magazine, No. 522, Vol. LIII, February 1949, 
published an article reviewing the Company Accounts under the 1948 
Act, by J. R. MacKay, C.A. 

The various sections were covered in detail and some particular 
aspects referred to include the following: 

FIRST—The requirement that published accounts must give a 
TRUE AND FAIR VIEW; 

SECOND—The more extensive particulars which must now be 
shown in every company’s accounts; and 

THIRD—The comprehensive information which must now be 
published by holding companies. 

The substance of the new Act’s requirements is concluded in two 
prominent points. 

The first is the paradox that at this time, when the annual balance 
sheet and profit and loss account have such prominence in the new 
company law, they are diminishing in importance within many com- 
panies. No substantial or active business can wait until some time after 
its year-end before knowing its financial position and the amount and 
source of its profits. Accordingly, many businesses prepare short-period 
accounts, monthly or quarterly, which are an up-to-date guide to the 
directors and management as to the course of the company’s affairs. 
The annual accounts of such companies are therefore of limited value for 
internal purposes. 

The other point concerns the steady effort by leading companies 
to make their annual accounts as intelligible as possible so that their 
real significance can be understood by the average shareholder and the 
others interested, including the employees who get to know the contents 
of accounts through the press or by the researches of the Trade Unions. 
One doubts very much whether misconceptions in the minds of such 
readers are likely to be avoided by reliance on strictly conceived expres- 
sions such as, for example, “reserves” and “provisions”. According to 
a survey made some time ago a very substantial proportion of the 
lay-public do not understand what is ordinarily meant by a “reserve” 
in a balance-sheet, and certainly the average person cannot be expected 
to be familiar with niceties of meaning as defined in the Companies Act. 

The amendments of the Act under which any company is 
incorporated should be reviewed occasionally, otherwise, widespread 
misconceptions, at times troublesome, will continue and the Act, under 
which the charter is issued, with its carefully defined rules, will fail in 
its purpose. 

Does your published financial statement clearly inform your share- 
holders of your company’s conforming to the Companies Act and Tax 


Laws? 
DEPRECIATION AND PROFIT DISTORTION 


The Federal Accountant, January 1949 No. 1, Vol. XX XI, publishes 
an article by V. L. Gole, F.F.I.A., on Depreciation and Profit Distortion. 
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Since Depreciation is a widely discussed subject in these times, perhaps 
a few points out of this article will be appreciated. 

The application of depreciation to specific accounting periods has a 
very significant bearing on the NET financial results, particularly in 
those instances where the depreciation factor in any case, is of material 
consequence. Errors of judgment as to time or productive use will 
cause profit distortion in different accounting periods, the distortion 
may easily come within the compass of the doctrine of materiality. 

There are factors of measurement, methods of measurement, cost 
or replacement, and other considerations such as the viewpoints of the 
accountant, the cost accountant, the engineer and finally that of the 
economist. 

Irrespective of the basis of measurement of depreciation and its 
allied factors, there is a need to retain a degree of flexibility in the 
accounting treatment from period to period. 

In an expanding industrial structure, the incidence of depreciation, 
its effect on the cost structure, its influence on prices, and the possible 
distortion of periodic profits, merits a closer study and a clarification 
of viewpoints on the subject. One of the dominant influences is taxation, 
particularly in respect of the rather low depreciation allowances in the 
schedule of rates. A prevalent attitude is to simply depreciate assets 
on the basis of historic cost, according to the allowable taxation rates, 
irrespective of actual circumstances. This is a narrow view of the 
subject and has no merit except to the extent that the scheduled rates 
may provide for the writing off of asset value within the effective life 
of the units. 

At the other end of the scale, is the influence of ultra conservatism 
which expresses itself in excessive depreciation rates and this depresses 
profits and dividends. 

Other problems are created by the special allowance of 20% in the 
first year of purchase of depreciable assets. The application of deprecia- 
tion to assets procured under a plan of hire purchase, also provides 
debatable points. 

The subject of accounting for depreciation is becoming increasingly 
difficult and increasingly important to the accounting profession. 


LET’S REVIEW OUR BUDGETS! 

The Controller, March 1949, included a review under this heading 
by Clarke L. Shabino. Will present budgets meet future conditions? 
Why do we have budgets? 

One of the leaders in the field of budgetary control has defined a 
budget as, “A TOOL OF MANAGEMENT CONTROL HAVING 
THREE PRINCIPAL FACTIONS”; 

1. To permit a formal and detailed forecast of operating results 

for a coming period. 

2. To apply in advance the necessary correctiveness if the fore- 
cast indicates an unsatisfactory result. : 

3. To take action promptly on any deviation of actual operations 
from the desired results. 
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Obviously, if these goals are to be attained, certain requirements 


must be met: 


i 


2 


4, 


0. 


It would be difficult to forecast accurately the course of a 
feather in the wind; management policies must be sufficiently 


clear and firm to indicate the goal of operations. 


Organization must be sound and clearly defined as to responsi- 


bility and authority. (Budgetary control cannot be successful 


if responsibility is divided.) 


_ 
The budget must be built along organizational lines, and those 


who will be held responsible for its operation must have a 
substantial hand in its construction. (Prevent buck-passing or 


griping as far as possible.) 


Naturally the accounts must reflect results along the same 
organizational lines so that actual performance will be directly 
comparable with the budget. (Misleading performance reports 
lead to disrespect for the budgetary control system.) 


The entire budget must be constructed in sufficient detail to 
localize conditions requiring correction. (Make them stand out 


like a sore thumb—lump sum estimates are almost useless.) 


Finally, the budget must be sufficiently flexible to provide con- 


trol under a considerable variety of operating conditions. 


Charts frequently are easier to understand in the case of “eye- 


minded” executives or supervisors. In addition, personal consultation 


should be used for followup on corrective action. 
To strengthen the budget position the following steps might be 


taken. 
1. 


? 


Review the organization as to responsibility. 


Review the budgetary control organization—executive vs. com- 


mittee or director and commiittee. 


Review the classification of accounts—does it permit assembly 


of data along the lines of responsibility? 


Review the budgets in detail. 


(a) Manufacturing—material, labor, burden—assemble product 


(b) 


(¢) 


(d) 


(e 


) 


cost curve at all levels (in mercantile organization, this will 
be purchase budget). 

Sales—by territories and products, adjusted in accordance 
with indices if available, with market surveys and other 
available data. 

Selling and administrative expense—set up flexible budget, 
then combine with manufacturing for break-even chart. 
Plant and equipment budget. 

Master financial budget and cash forecast. 


Finally, review the system of reports and of enforcement 
followup. When this is done, one will have done about as 
much work as though one were instituting a budget system 


for the first time, but it will be pretty certain that the forecasts 


are not being based on fallacies. 
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Cost Accounting in a Competitive Economy 
By D. DAVIDSON, Internal Auditor, Steel Co. of Canada, Ltd. 
DEVELOPMENT OF COST ACCOUNTING 


Cost accounting is far from being a static science. It has developed 
considerably in the last thirty years. We have found devious ways of 
recording and analyzing the facts of business limited only by the vivid 
imagination of those engaged in the profession. 

To my mind it has increased in stature almost immeasurably in the 
last fifteen years, however the reasons of this advancement have not 
been the same over that entire period. 

Before the war we were passing through the stage of devising special 
cost systems—particularly standard costs in their many ramifications. 
Then came LIFO AND FIFO, ie., emphasis shifted to the evaluation 
of inventories as distinguished from the development of systems of 
recording costs. With the advent of war, the emphasis in many com- 
panies was placed on the accuracy of recording incurred costs pursuant 
to the provisions of government cost plus fixed fee contracts, etc., as 
distinguished from the CONTROL of incurred costs. 


WHAT LIES AHEAD 
THE ECONOMIC PROBLEM 


In the first place I do not presume to have a crystal ball, nor do 
I presume to have any “inside information,” but I do say that we would 
be remiss if we did not now take notice of the opinions of the experts 
coupled, of course, with an appraisal of those opinions based on the 
available facts. 

For the purpose of this talk let us accept as a fact that reasonable 
doubt exists about the future trend of our economy and that many 
experts are of the opinion that our economy will become more com- 
petitive. 1 am not particularly mterested in whether or not, for the 
purpose of this discussion, the worst fears of the experts materialize. 
What I am concerned with is whether or not we as accountants are 
fully aware of the possibility of more difficult times being ahead and 
the extent, if any, to which we have devised ways and means of being 
competitive. Bernard Kilgare, President of Dow Jones & Co. Inc., 
recently said 

“Bad news about business can be a good thing. It can prevent a 
business recession. Adverse stories on business have made people 
cautious. Such news calls attention to a situation, and the trouble is 
usually corrected as a result. A depression or recession is an accumula- 
tion of things not corrected. Business men are jittery, and this is all 
to the good. It keeps them from over-extending.” 

I submit that we as accountants are expected to be cautious and 


we would be somewhat remiss if we were not so. 
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VALUE OF PLANNING FOR COMPETITIVE 
UNCERTAINTIES 


We might properly ask ourselves whether or not there is any value 
in planning in anticipation of a condition developing if we cannot rea- 
sonably feel sure that our assumptions will come to pass. Conservative 
management of necessity has to plan for eventualities rather than run 
the risk of being caught with their plants down. In very recent years we 
have two outstanding examples of where extensive planning was 
engaged in and where in the one case it was essential while in the other 
fortunately it developed that the fears necessitating the planning were 
unfounded. Most of us here tonight can recall the consideration and 
planning with respect to the conditions which were feared would develop 
upon cessation of hostilities and how committees were formed within 
various professional and technical associations. They were frequently 
known as “Post War Planning Committees.” 

I believe it can be said reliably that much of the planning proved 
to be of no avail since the anticipated conditions did not materialize. 
However it should not be regretted that the effort was expended since 
it was merely a form of precautionary insurance. On the other hand 
much planning was done in anticipation of the problem which would 
exist as a result of the cancellation of war contracts. The fear of acute 
economic consequences was well-founded and the transition from war 
to peace-time business was eased considerably as a result of the pre- 
planning done on a co-operative basis between the government and 
industry. Much confusion was eliminated. 

It would seem prudent that conservative management should now 
give some thought to the problems which must be faced in the event of 
a highly competitive condition developing. The degree of our planning 
should not be influenced by the hope that the feared condition may not 
develop, or should the planning be considered to have been ill advised if 
our fears do not materialize. It is suggested that with an ever-increasing 
degree industry has a responsibility which warrants the expenditure of 
time and effort now which could mitigate the ill-effects of a change in 


the business cycle. 
WHAT CAN ACCOUNTANTS DO ABOUT IT? 


We might enquire, how can accountants contribute? We don't 
determine production policies, rate of operations, inventory volumes or 
sales policies. We only, you might say, record the facts arising from 
the execution of these policies and consequently we are not in a position 
to contribute. Nothing, of course, is further from the truth. 

The fact of the matter is that accountants can be of invaluable 
service by supplying the information necessary for the purpose of 
determining policies, and if the emergencies which may lie ahead leave 
us with a feeling of frustration it is because we fail to realize our right- 
ful place in the scheme of things. 1 frequently am amazed when I see 
the extent to which our services would be valued but we just don’t even 
display our accounting merchandise to others in our organizations. We 
do not sell our services. Too frequently we play “hard to get.” 
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The determination of sales and operating policies could be made 
easier and less risky if the accountant fulfilled his obligations in greater 
measure to the other branches of management. 


LACK OF EXPERIENCED ACCOUNTANTS 

There are perhaps a few here tonight who have not experienced 
acute competitive conditions in industry. Generally speaking the problem 
has not existed for the last ten years. If more competitive conditions 
develop I suggest that in retrospect we will consider the years of the 
immediate past to be years in which we followed perhaps a spend- 
thrift philosophy in comparison with the necessity for cost control in 
the form to be dictated by the will to survive. Those of you who are 
not yet considered to be experienced in cost accounting or experienced 
in industrial accounting need not, in my opinion, be unnecessarily 
concerned when comparing your lack of experience with many who 
might have been in the industrial field for several years longer. In my 
opinion, older men may be more familiar with the mechanics of account- 
ing, but may be on the same level with the inexperienced when faced 
with the problem of accounting under a competitive economy, simply 
for the reason that experience with that particular problem has been 
enjoyed only by those of much more maturity. 


PURPOSE OF COST ACCOUNTING 


It is necessary for us to define broadly the value of cost accounting 
under competitive conditions. Broadly speaking cost accounting should 
operate as a control over costs as distinguished from a mechanical means 
of disclosing costs. The difference can well represent the difference 
between a progressive organization on the one hand and one which 
enjoys only participation in the fringe of demand which is invariably 
coupled with violent fluctuations in volume and considerable loss of 
control over fixed expenses. 

Cost accounting should be used more by operating management 
than by financial management and it should present facts currently 
rather than those which have become historical by a lapse of time since 
the happening of the events. Too frequently it is feared that cost 
accounting has been performed with the objective in mind of recording 
costs and evaluating inventories for the ultimate objective of determining 
to what extent profits are available for dividends or other corporate 
financial management purposes. In other words | fear that cost account- 
ing has been used for purposes of financial management control as 
distinguished from operating control. 


COST SYSTEMS 


Progress has been made in the field of standard costs and its vari- 
ous ramifications, However let us realize that during that period of 
development, competitive conditions have in great measure been non- 
existent and consequently reasonable doubt will exist concerning the 
service which those developments will as a matter of fact offer as an 
aid to management during a highly competitive period when it will be 
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necessary to determine policies in light of the information disclosed by 
the particular system of cost accounting in use. In substance many of 
the innovations have not yet been put to the acid test, however this 
is not an indictment of standard costs as such, but merely a word of 
caution with respect to the particular system of standard costs which 
might be adapted at this late date. 

During that same ten year period it has been necessary for many 
companies to install cost systems where for many years they were not 
believed either necessary or desirable. The necessity in most instances 
was by government edict where manufacturing companies were engaged 
in the performance of either prime or sub-contracts directly or indirectly 
with government agencies under the terms of which it was necessary 
to maintain cost information for audit purposes by the government and 
frequently the contracts were plus fixed fee contracts in which case a 
cost system was essential in order to determine the profits to be collected 
under the terms of the contract. 

Now the type of cost system installed under those conditions was 
frequently merely a system designed for the purpose of recording 
incurred costs rather than a system designed for the purpose of con- 
trolling costs, since the matter of the control of costs was in those years 
not of any particular moment. 

It seems therefore that companies could well review the particu- 
lar cost system which they now have in effect and analyse it in terms 
of the service expected. 

While we will continue to develop systems of accounting neverthe- 
less, we will be more inclined to accept those systems which now exist 
and which have passed beyond the experimental stage. We should use 
them for the purpose of obtaining accounting control. The risk of 
experimenting with an untried system hoping to obtain control will be 
too much of a hazard. If we failed during the past ten years to develop 
and prove the advantages of a cost system, I fear that we must recon- 
cile ourselves to the fact that we have just missed the boat for, in my 
opinion, the time for further experimenting is quickly ebbing. 

Now I want to make myself perfectly clear at this point. I do not 
mean for example, that a particular company should not now install 
standard costs simply because it would be a new venture for them, 
for standard costs have already in great measure proved their value 
where the circumstances are fitting and it is quite conceivable that the 
installation of a particular standard system would contribute much. 
What I do say, however, is that in my opinion, it is no longer timely 
to devise a system of cost control which has not yet and may not in 
the immediate future prove itself adequate as a means of obtaining 
cost control. 

It is entirely possible that a particular system of standard costs for 
example might prove costly and perhaps unwieldly if not unreliable if 
used during an extended period of erratic price changes and production 
costs, and consequently a so-called actual cost system might be more 
desirable than a standard cost system. 

Now it would be impractical to change the form of cost system in 
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use as changes occurred in the business cycle and it should not be 
inferred that I am suggesting that such changes should be made. I 
merely take this opportunity to point out the need for a deliberate 
review of the cost system in use in relationship to the economic picture 
and the need for interpreting cost information in light of the economic 
conditions which exist during a particular period of a business cycle. 


BASIC RECORDS MUST BE RELIABLE 


Regardless of the system devised it is fundamental that the detail 
cost information be accurate otherwise the results disclosed by the 
system will be unreliable and considerable expenditures for cost account- 
ing will be incurred to no avail. 1 should add that not only will the 
system fail to supply the required information, but what is more vital 
is the fact, that if the basic cost information is unreliable, the conse- 
quences of action being taken based on erroneous information could be 
serious and the cost of loss arising therefrom could readily exceed by 
many times the cost of operating a reliable system. 

Now what are some of the factors which we as accountants might 
consider to advantage. I will mention a few. 


BREAK-EVEN POINTS 


During a period of competition it becomes increasingly necessary 
to determine the break-even point and the point of maximum utility. 
For this reason segregation of the expenses and costs between fixed 
and variable becomes increasingly important, since fluctuations in 
volume will affect the one more acutely than the other, consequently it 
is necessary to take a very realistic view as distinguished from a 
theoretical approach to the classification of all expenditures between 
fixed and variable. Fixed expenses are not necessarily only those over 
which management has no control, but includes those which can be 
increased or decreased at the will of management but which on the 
other hand should be maintained at a pre-determined level as a matter 
of good business judgment. The amount of such expenditures will 
not fluctuate in direct proportion to sales volume or net income arising 
from operations. It is only by adopting a realistic view with respect 
to expenditures that we can reasonably expect to plot our break-even 
points and the points of maximum utility. Failure to recognize this, 
could well result in engaging in activities to the point where we had 
exceeded the volume which would result in maximum utility and find 
ourselves operating in the area of diminishing returns. 

Frequently we hear the expression controllable and non-controllable 
expenses. Personally | am of the opinion that that expression can lead 
to serious financial consequences and suggest that we segregate expenses 
between those which are fixed and those which are variable, and con- 
vince ourselves that both fixed and variable expenses are controllable in 
varying degrees. Standard text-books will classify those fixed expenses 
as depreciation, insurance, real estate, and personal property taxes, etc. 
In other words fixed expenses have in the past been identified with those 
expenses incident to the ownership of physical assets from which there 
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is no escape as long as an organization continues to do business. It is 
suggested that fixed expenses should include many items of expense 
which bear little relation to the ownership of property but which are 
inherent in engaging in business. Examples of such expenses are selling 
expenses, advertising expenses and perhaps even accounting costs. 
Those expenses do not necessarily fluctuate with the fluctuations in 
the sales volume. In fact some of them will vary in inverse ratio to 
sales volume. Suffice to point out at this time that in a period of a 
competitive economy selling expenses can reasonably be expected to 
increase should sales volume decrease, and if sales volume should be 
at a peak without the necessity of active selling effort which condition 
has prevailed generally for perhaps the last ten years, selling expense 
generally has not been measurable in terms of sales volume. Approxi- 
mate knowledge of the break-even point and the point of maximum 
utility is necessary in order to enjoy the full advantage of planning for 
survival during highly competitive periods. Too frequently it is feared 
the will to survive results in an attempt to increase volume on the 
assumption that volume in itself will necessarily solve all problems. 


INTEGRATED OR NON-INTEGRATED OPERATIONS 


It might be desirable to review the wisdom of becoming more or 
less integrated in production activities. By this, I mean that considera- 
tion might well be given to the possibility of producing what is now 
purchased as raw material as compared with the present practice of 
obtaining raw material supplies from another manufacturer. The cost 
accountant is indispensable in reaching a sound conclusion. 

Consideration of break-even points and the point of maximum 
utility naturally leads us to consideration of other related factors which 
I will mention briefly. 


SHORT-TERM CONTROL OF SPECIFIC COSTS 


In a period of economic transition it may be necessary to emphasize 
the control of costs with respect to a few specific types of expenditures 
which in themselves would not be important in a stabilized economy. 
Detailed standards may be required for limited periods of time with 
respect to certain segments of production operations. For example 
during a period of economic transition labour costs generally may 
fluctuate at a rate quite different from the rate of fluctuation of distri- 
bution costs by reason of the labour market being sensitive to economic 
changes as contrasted with the cost of distribution, much of which is 
under government regulation and controlled rates. 


SELECTIVE SELLING 


Where a company produces several lines of products, many of 
which are used by the same customers, it frequently happens that the 
profit margin varies perhaps considerably between products and in some 
cases certain products are produced at a loss. Under such circumstances 
an analysis of profits realized or losses sustained on shipments to indi- 
vidual customers may be necessary in order to determine to what extent 
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certain customers may be buying only those products which are being 
produced at a loss or to express it is the alternative to what extent it 
may be necessary to continue the production of such products in order 
to supply the needs of those customers who buy the entire line of 
products produced and who may take exception to the discontinuance 
of products on only low profit or loss items. It may be even necessary, 
provided there will be no impairment of customers relations to divert 
the production of a low profit or loss item to another manufacturer who 
is better equipped and who can produce such items and obtain a reason- 
able profit. This particular point must of course be decided in light of 
all the surrounding circumstances and can create a rather delicate 
relationship between a manufacturer and valuable customers. 


SMALL ORDERS 


Consideration can well be given to the wisdom of accepting small 
orders. Frequently it has been found that the cost of preparing invoices 
and the related accounting papers exceeds the gross profit realized on 
small orders. If this proves to be so in your company then of course 
it would be well to consider the wisdom of concentrating your sales 
with dealers or other manufacturers who further fabricate your produc- 
tion and eliminate to the greatest extent all sales in small quantities to 
consumers. Elimination of small orders will unquestionably facilitate 
scheduling of production with the attendant economies arising from line 
production. In addition the possibility exists of anticipating sales volume 
and consequently the levelling out of operation volume by producing 
for inventory in anticipation of sales and the consequent controlling of 


cost per unit of factory overhead. 
SPECIAL ORDERS 


The selling price of material produced to exacting customers’ 
specifications is frequently not commensurate with the cost, since there 
are many intangibles which are ditficult of evaluation. It is believed that 
aggressive practice on the part of sales management with the objective 
in mind of having customers accept standard products which will per- 
form the function as well as those ordered and at a lower cost to the 
customer will contribute towards production efficiency and a lowering 
of administrative overhead, coupled with improved customer relations. 


DISTRIBUTION OF COST INFORMATION 


In order to obtain effective cost control it is highly desirable that 
those employees who are in supervisory capacity be supplied with neces- 
sary cost information in order to measure their efficiency. This applies 
to administrative, selling and production employees and it is believed 
that best effects can be accomplished by considering supervisor 
employees as part of management. Necessary cost information should 
be supplied to such employees with respect to their own function, at 
regular intervals and without unreasonable delay. They should be given 
a yard-stick as a basis of measurement. This plan if adopted would 
necessitate the introduction of what I choose to call responsibility 
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accounting, namely the subdivision of a company’s operations into 
clearly defined segments of responsibility coupled with the dissemination 
of information to the respective supervisory employees in order that 
they may be supplied with the tools of management. However it is 
equally important that responsibility should be coupled with correspond- 
ing authority and the individual held responsible for results. The 
complexities of modern industrial practices necessitates the delegation 
of authority and responsibility in an ever-increasing degree. It is feared, 
however, that in many instances accounting management has failed to 
keep pace with this trend within the operating end of industry. The 
condition, generally, is manifest principally in the fact that figure facts 
have for many reasons been withheld and unquestionably this practice 
has contributed towards the impairment of efficiency. Now in this 
connection I would be particularly remiss if I did not stress the need 
for simplification in the preparation of accounting information to be 
used by non-accounting supervisory employees. It is suggested that the 
wide distribution of specific cost information to supervisory employees 
is one of the most effective methods of obtaining an analysis of costs 
and certainly a verification of the reasonable accuracy of such costs 
since unquestionably a competitive attitude would develop within the 
particular organization. I am not suggesting of course that the mere 
distribution of cost information to the supervisors should dispense with 
an analysis of cost information prepared for management consumption. 
However it is suggested that to the extent that specific cost information 
is distributed to responsible supervisors, then cost information prepared 
for top management purposes can properly be condensed to the point 
where it is much more readily understood and quickly assimilated. 

It has been my experience that frequently plant superintendents and 
other responsible operating employees invariably find it necessary to 
maintain cost information in the form in which it is most acceptable to 
them rather than rely on the accounting department. This condition I 
believe exists for the reason that invariably the accounting department 
when it does supply cost information to responsible operating personnel 
supplies it in a form determined by the accounting department and 
frequently by the use of language and exhibits which are not readily 
understood by persons other than accountants, consequently the value 
of accounting reports to operating personnel is undermined. The 
solution to the problem I believe should result in a compromise between 
accounting and operating departments. The compromise should resolve 
itself to the point where accounting principles are maintained but 
expressed in the form and language most readily understood by operat- 
ing personnel. If accounting is going to discharge its responsibility to 
management it must first gain the confidence of management and man- 
agement must be willing to accept the accounting facts without reserve. 


THE PREROGATIVE TO CONTROL COSTS 
There are those who today are taking a defeatist attitude towards 
the control of costs. It is true that labour rates are fixed and there is 
still some element of price control in effect. Industrial management has, 
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in some measure, been deprived of the prerogative to manage and control 
prime costs. We must not permit that philosophy to prevail. Assuming 
for the moment that the control of prime costs has been denied man- 
agement there remains a very fertile field to manage the cost of labour 
efficiency, overhead, scheduling of production, efficiency in the use of 
facilities, control of scrap and production yields, and the further 
development of new and better products through research. Furthermore, 
in a competitive economy it is only reasonable to assume that the restric- 
tions now placed on the right to manage will quickly disappear. 

Accountants can best perform their responsibilities by supplying 
operating and sales management with the tools of management in the 
form of figure facts, designed to enable management in turn to control 
costs and plan operating and selling programmes with confidence. 

We must recognize however that the economy of each company is 
in some measure related to and contingent upon the economy of the 
nation. 

This does not mean that we therefore must be at the mercy of the 
vagaries of our national economy as influenced by the many intangibles 
which go to create business trends and cycles. 

To be frank I don’t know what creates the changes in our business 
fortunes. It is either too complex or intangible for me to understand, 
however I do find comfort in the fact that the experts too have difficulty 
in getting together. 

One point I would like to make however, is the fact that we, by 
our leadership, can influence the national economy rather than be com- 
plete victims or pawns in the whirligig of business disturbances. We 
have the chance as accountants to place ourselves in the centre of the 
business gyrations as opposed to being located on the perimeter to be 
tossed into outer space by the centrifugal force created by the explosions 
of our competitors who may not be able to survive when the heat is 
applied. It is bad enough if we lose our shirts but so often there are no 
half measures and eventually we often also lose our pants. Now that 
would be a catastrophe in itself but we might be able to get a new shirt 
and pants except for the fact that in the meantime we will have been 
convicted of indecent financial exposure and also lose our reputation in 


the business world from which there is no recovery. 
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Public Utility Consumer Accounting Records 
By JOHN CUMMINGS, 

Assistant Supervisor, Commercial Department, Northwestern Utilities 
Limited, Edmonton) Alberta. 


I do not suppose there is any other phase of accounting among 
public utility companies which has received more thought and consid- 
eration than that of consumer accounting. The essential dif- 
ference between public utility and other concerns in this respect lies in 
the fact that they are perhaps unique in the volume of Accounts 
Receivables. The average industrial or commercial concern operating 
on a large scale, does not, as a rule, sell direct to the consumer and 
thus the volume of accounts receivable is kept comparatively small. 
The retailers usually sell for cash and therefore their volume of ac- 
counts receivable is rather negligible, excepting however, Department 
stores and others operating on a combined cash-credit basis. 

It may be somewhat surprising to know that gas and electricity 
companies at one time or other operated on a cash basis also. It was 
a very strict cash basis indeed, for if the customer neglected to insert 
a coin in the slot of the meter his service was immediately discontinued. 
A few of these prepay meters are still in service in various parts of the 
country, but they are gradually being replaced by the standard meter. 

Exactly what do we mean by consumer accounting? 

Consumer accounting activities are considered as embracing such 
functions as the following: 

1. Customers’ contracts and orders. 
Guarantee deposits. 
Meter reading. 
Customers’ billing and accounting. 
Cash receipts. 
Credits and collections. 

These six major activities cover all customer contracts (except 
sales contacts, and installation, repair and utilization service on the 
customer's premises) from the time the customer makes his original 
application to the time service is terminated and the final bill is either 


a 


collected or written off. 

While the customer accounting is not one of the largest operations 
in a company, its costs are of considerable magnitude, and economies 
made in it can have a noticeable effect on the earnings of a company. 
In a report made for the year 1944, covering privately owned gas and 
electric companies in the U.S.A., the annual cost of consumer account- 
ing was estimated to be 145 million dollars. This cost would doubtless 
have been much greater even than this, had these companies adhered to 
old-fashioned methods of bookkeeping and accounting. Marvellous 
improvements have been brought about, largely as a result of surveys, 
reports, the interchange of ideas and methods between companies, and 
last but not least, the co-operation of modern business machine manu- 


facturers. 
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I would like now to give a brief outline of each of the six major 


functions of consumer accounting as previously outlined. 


CUSTOMER CONTRACTS AND ORDERS 


A prospective customer, when applying for a meter, is required to 
sign a contract card by which the company agrees to supply natural 
gas service, subject to the customer complying with certain conditions, 
such as payment of account when rendered, providing accessibility to 
meter, etcetera. 

This gas application and contract card is in itself an effort to re- 
duce to a minimum customer records, for it serves a triple purpose: 

I. Contract. 
2. Customer's record of moves. 
3. Guarantee deposit ledger. 

When a customer desires gas service, or wishes to have service 
terminated, or is moving from one address to another, an order is made 
out by the clerk containing all the necessary information such as: name, 
address moved to and moved from, care-of address if any, meter num- 
ber, date order is to be carried out, and other pertinent information. 

After the information is recorded on the customers’ card, the order 
proceeds to the Meter Department where steps are taken to see that it 
is properly executed. The signed original of the order returns to the 
Commercial Department where the required entries are made in the 
meter book, then to the stencil room where a stencil is cut on an em- 
bossed metal plate for a new customer, or if service has been termin- 
ated, the stencil is removed from the tray. In case of a service dis- 
continued, the order becomes the authority for rendering a final bill to 
close out the account. 

These final accounts are billed separately from the regular meter 
books, and disposition of them depends upon instructions received from 
the customer and written on the order. For instance, if a customer 
has moved to a new address, the account is transferred after billing to 
the ledger wherein the new address is contained. If a customer has 
terminated his contract, the amount of his final bill, if less than the 
deposit, is deducted from the guarantee deposit and the balance re- 
funded. This refund is made by cash or through the mail by the use 
of cheque or postal note. If the final bill exceeds the deposit, the balance 
is in our favour, and the final amount owing is transferred out of the 
regular ledger into a “‘Star’’ account where it comes under the direct 
supervision of Collections. 

Some utility companies transfer the final consumption only from 
the old address to the new address and combine the two consumption 
figures on the initial bill, in lieu of rendering a final bill at the old 
address, and this method materially reduces the number of accounts to 
be billed as finals. 

GUARANTEE DEPOSITS 

In connection with the outline of guarantee deposits it should first be 

mentioned that the principal utilization of a deposit is to protect the 


utility against loss upon termination of contract. 
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As mentioned before, the guarantee deposit ledger is also used to 
record the consumer's contract and record of moves. One card takes 
the place of three, and this is a decided advantage in handling any large 
volume of accounts. 

The deposit ledger cards are kept in alphabetical order, using a 
highly classified index with approximately 660 separate divisions. Each 
division is also numbered for easy reference. A control account is 
kept each month by the deposit ledger clerk in which a separate ruled 
sheet is set up for each letter of the alphabet. To each control is posted 
the daily totals of deposits paid, refunded, or transferred to gas ac- 
counts, according to the first letter of the customer's surname. In- 
dividual postings to deposit cards are made also, and all daily entries 
to controls and cards are checked to posting media by an employee 
other than the ledger clerk. 

The main purpose of this alphabetical control is to aid in keeping 
the ledger in balance by subdividing it into twenty-five or so parts. This 
control should not be confused with the General Ledger Control ac- 
count. The monthly total of deposits paid is credited to the General 
Ledger control account from the Cash Book. It is debited with the 
total of deposits refunded from a list of the Petty Cash vouchers. The 
total of deposits transferred to gas accounts during the month are also 
debited to the General Ledger Control account and Accounts Receiv- 
able Gas credited. 

A periodic balance is taken of the subsidiary ledger by addition 
of all the deposit ledger cards, a total being obtained for each letter 
of the alphabet. This total should agree with the deposit ledger clerk's 
control. 

The procedure of requiring a deposit from everyone is not universal 
with utility companies. Some companies require a deposit only if sat- 
isfactory credit experience and history cannot be shown. Other com- 
panies require an initial deposit but have a policy of refunding it after 
two or more years, if during that time, the account has been in good 


standing. 
METER READING 


For meter reading purposes, the city is divided into four main 
zones or districts: A, B, C and D, and each district in turn is subdivided 
into numbered routes. At the present time there are approximately 
160 meter reading routes in the City of Edmonton alone. As you 
probably know, natural gas service has been extended from the rich 
Kinsella and Viking fields to serve not only the City of Edmonton but 
also many towns in eastern and central Alberta, and this accounts for 
approximately another thirty routes. Owing to the very rapid expan- 
sion of the City of Edmonton in recent years, continuous re-routing 
of many of these meter reading routes has had to be made, in order 
that each route may be capable of being read by a meter man in one 
day. 

A monthly schedule is drawn up in advance so that each meter 
reader knows the date each book has to be read. This schedule also 
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serves as the basis for planning the monthly schedule for the Billing 
Department. Care is taken to see that the meter books are periodically 
rotated, in order that the same book is not read continuously by the 
same man. 

Other duties performed by metermen in addition to reading meters 
consists of reporting leaks, broken meter glass or seal, changes in ac- 
count classification, and, in general, insuring that the company’s best 
interests are being maintained. The meterman is an important em- 
ployee from a public relations standpoint, as he is often the only regu- 
lar contact the utility company has with the customer. He must be 
accurate, courteous, possessed of a good memory, in good physical 
condition, and be able to maintain a fixed schedule in all kinds of 
weather. 

It is interesting to note that during the war when help was dif- 
ficult to obtain, some utility companies abandoned the monthly read- 
ing of meters, and instead read them bi-monthly or even quarterly. Some 
companies also adopted the policy of reading only the even amounts, 
thus lessening errors in subtraction and substantially reducing the size 


of the rate charts. 


CUSTOMER BILLING AND ACCOUNTING 


I would like now to discuss the actual method or system of keeping 
the accounts receivable ledger. Most of you are acquainted with the 
ledger sheet and ledger books for keeping Accounts Receivable, and 
until 1940 we had the same system in force in the Gas Company. A 
separate ledger sheet was set up for each customer to which the debit 
and credit entries were posted each month. In 1940 it was decided to 
install the Stub Ledger System, using the Burroughs billing machine for 
debit entries. 

Under the Stub system no ledger sheet is used. The bill, in trip- 
licate with carbon insert, is fed into the billing machine and the re- 
quired data printed by the operator. The original and duplicate copy 
are delivered to the customer, and the triplicate or “office copy” is 
retained as our ledger. When the account is paid, the original becomes 
the customer's receipt, and the duplicate is retained as our posting 
media. When posting credits, the clerk merely matches the duplicate 
paid copy of the bill with our triplicate or “office copy’’ and removes 
it from the ledger or tray. The result is that the number of accounts 
in the ledger diminishes as the accounts are paid, thus eliminating the 
unnecessary “closed out’’ or paid accounts and leaving only the unpaid 
accounts. 

The advantages of the stub ledger system are: 

1. Faster billing. 
2. Faster cash posting. 
3. Easier and quicker balancing. 

Disadvantages of the stub ledger system exist in that there is no 
continuous record of a customer's account, except for the meter book 
record, and also that this system necessitates considerably more work 


in the way of filing and sorting. 
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As with meter reading, the customer's billing and accounting is 
done on a cycle basis according to a prearranged schedule which is 
drawn up monthly. This schedule will vary according to the number 
of working days per month, and also with changes brought about due 
to the increase in the number of accounts resulting from new business. 

Prior to the meter book being handed to the machine operators for 
billing, several functions, bookkeeping and clerical must be carried out. 
First of all, the meter book itself must be priced, using the rate schedule 
to find the amount to be charged for each 1,000 cu. ft. of gas. In this 
process, we have a somewhat novel method of entering the charge in 
the meter book. Instead of entering the amount in pen and ink, we 
use a set of rubber stamps showing the gross, discount, and net charge, 
for each 1,000 cu. ft. up to 200,000 cu. ft. The appropriate stamp is 
merely selected from the box and stamped on the meter sheet opposite 
the consumption. This is a great time-saver over the former method 
used, 

As our debit charges are entered on the books at net figures, it 
means that for accounts that are past due, the amount of penalty must 
be added back to each account to make the gross amount. This is done 
prior to billing by means of a rubber stamp on the face of the “office 
copy” and the appropriate entry in ink. 

Before billing, the “office copies’’ remaining in each meter book 
ledger are added and balanced with the route control. The “‘office 
copy” arrears are then stubbed in the meter book and are included in 
the next monthiy billing. 

The route control is a synoptic sheet which records the amounts 
of debits end credits of daily totals posted to each route. For instance, 
it starts with the balance carried forward from the previous month, 
each day's cash is credited, and the monthly billing debited. It also 
records all transfers to or from another route, overcharges and allow- 
ances, final accounts, journal entries and tax. At the month-end the 
control should represent the true balance of each meter book ledger. 
This we verify by addition of the ‘“‘office copies’ remaining in the 
ledgers. 

I should have perhaps mentioned before while discussing billing, 
that as the bills pass through the billing machine an abstract is also 
obtained by which the work can be later proven. After it has been 
checked and proven, the abstract totals are listed on a summary sheet 
which gives the breakdown of the various rates and classifications for 
statistical purposes. 


CASH RECEIPTS 


After the receipted copies of the bills have passed through the 
teller’s cage, they are first sorted into route and folio order. They are 
then listed by folio number and amount paid, and a total obtained for 
each route or ledger. The grand total, of course, has to agree with the 
cashier's total as per the listings of the cash registers. The cash stubs 
are then ready to be posted to the ledger, using the method previously 
described in the discussion of the stub ledger system, whereby the paid 


133 








COST AND MANAGEMENT 


bills are matched with the “office copy’’ and the ‘“‘office copy’ re- 
moved from the ledger. In case of a partial payment of the account, 
the “office copy” is not pulled from the tray, but the amount paid is 
recorded on the “‘office copy,’’ using pen and ink with a rubber stamp, 
and a new balance brought down. 

When all the cash for the day has been posted in this manner, 
the cash poster adds the ‘‘office copies’’ pulled, together with the list 
kept of partial payments, and a total obtained in this way for each 
route. These totals are then checked with the pre-list of the cash 
stubs to see that they agree. If so, the totals of each route are credited 


to the route control and cross-balanced. 


CREDITS AND COLLECTIONS 

Five days after discount expiry date, all accounts showing arrears 
are “carded” for collection and contacted by No. | collection letter. 
Exceptions are made on known good accounts and on small accounts 
not exceeding one month, which are passed over until next expiry date, 
at which time, should any account show two months’ bills unpaid, regu- 
lar carding is carried out. 

After mailing the No. | letter, the card is diaried to a suitable 
forward date (approximately five days ahead) and then placed in diary 
filing cabinet to be brought back later for collection on the specified 
date. 

The day preceding collection date, the cards are removed from 
diary file and a careful check is made of the day’s cash. Any pay- 
ments made are noted and the card diaried further ahead. 

Certain cards are selected daily and the collector makes a per- 
sonal call to endeavor to collect the account. If little or no results 


can be obtained, cut-off notices are presented to customers. 


SUMMARY 

It is hoped that this discussion has presented you with a fair 
picture of the essential points in respect to public utility consumer ac- 
counting records. While this system as outlined is not perfect, yet it 
is believed that it is fairly typical. Ways in which improvements can 
be made are constantly sought after and, as a result, much of the 
drudgery has been eliminated from clerical work and, at the same time, 
the best interests of the customer and the company have not been 


neglected. 


134 





COST AND MANAGEMENT 


« STUDENT SECTION » 





Comments by A. V. HARRIS, C.A. 
FUNDAMENTALS OF COST ACCOUNTING 
QUESTION 4 


The Narvik Manufacturing Company uses a single set of books (no 
Factory Ledger) to record its cost and financial accounting data. There 
are four operating producing departments in its factory. For the month 
of September the following information is submitted to you, with the 
request that you (1) record in journal form entries to summarize the 
production and sale of finished goods for the month, (2) post this infor- 
mation to T-ledger accounts, and (3) prepare a monthly profit and loss 
statement with supporting schedules. 

The following transactions occurred: 

Materials purchased and placed in production, $48,000.00. 

Payroll for month ($40,000 was direct labour, $10,000 indirect labour), 
$50,000.00. 

Income tax on payrolls deducted at source, $4,800.00. 

Factory expenses (excluding indirect labour), $15,000.00. 

Selling expenses, $9,000.00. 

Administrative expenses, $6,000.00. 

A summary of the departmental expense sheets and of the job order 
cost sheets indicated the following factory overhead charges: 


Actual Overhead Applied Overhead 
Cutting department $ 6,000.00 $ 5,500.00 
Planing department 7,000.00 7,200.00 
Assembling department 8,000.00 7,800.00 
Finishing department 4,000.00 4,500.00 
$25,000.00 $25,000.60 


There was a finished goods inventory of $6,000.00 on hand Septem- 
ber 1. The cost of the goods finished during the month of September, 
as taken from the completed job orders, was: material, $35,000.00; direct 
labour, $30,000.00; and applied manufacturing expenses, $20,000.00. On 
September 30 the finished goods on hand amounted to $5,000.00. 

Sales billings for the month amounted to $140,000.00. 

Solutions to Question 4 


The Narvik Manufacturing Company 


(1) Journal Entries Dr. Cr: 
Work-in-Process $113,000.00 
Stores or Accounts Payable $ 48,000.00 
Accrued Payroll 40,000.00 
Manufacturing Expense Applied 25,000.00 
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To summarize production costs. 
Finished Goods 
Work-in-process 
To transfer finished product. 
Cost of Goods sold 
Finished Goods 
Cost of product sold. 
Accounts Receivable 
Sales 


(2) Not reproduced here. 
(3) Profit and Loss Statement 


Sales eee 
Less Cost of Goods Sold 
Gross Profit 
Less: 
Selling Expenses 
Administrative Expenses 


Net Profit for month 


Schedule 1—Cost of Goods Sold 
Inventory September lst 
Cost of Goods Manufactured 


Inventory September 30th 


Cost of Goods Sold 


Schedule 2—Cost of Goods Manufactured 


Materials 
Labour 
Manufacturing Expense 


$ 85,000.00 


$ 86,000.00 


$140,000.00 


$ 9,000.00 
6,000.00 


$ 85,000.00 
$ 86,000.00 
$140,000.00 
$140,000.00 

86,000.00 


$ 54,000.00 


15,000.00 





6,000.00 
85,000.00 


$ 91,000.00 
5,000.00 


$ 86,000.00 


.$ 48,000.00 


40,000.00 
25,000.00 


$113,000.00 


$ 39,000.00 


28,000.00 


Deduct Inventory Work-in-Process 


Cost of Goods Manufactured 


... § 85,000.00 


COMMENTS: 

It will be observed on reading the problem that only a section of 
the accounting entries were required. Obviously many more entries 
would be required to record all data as supplied in the problem. 
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